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Qu 
INDONESIA ECONOMIC INDICATORS 


Domestic Economy 1991 
Population (million) 182 
Labor force (million) 

GDP (Rp trillion) 

Real GDP growth rate 

GDP (current $, billion) 

Per capita GDP (current $) 

Consumer prices (% change) 

Money supply (M1, % increase) 


Gov’t Budget (Rp billion) (a) 

Domestic revenues 41,585 47,453 52,769 
External loans/grants 10,409 10,516 9,553 
Routine expenditures 30,228 34,031 37,095 
Development expenditures 20,26@. 26,435 25,227 


Balance of Payments ($ million) FY91/92 FY92/93 FY93/94* 


Exports (FOB) 49, 744 34,629 38,000 
of which non-oil and gas 19,008 24,301 28,000 


Imports (FOB) -24,803 -27,807 -31,000 
Current account -4,352 =-3,264 <-3,000 
Capital account 5,551 5,397 4,200 
Foreign exchange reserves 10,542 12,000 13,000 
Foreign official debt (year end) 48,000 51,000 53,000 
Official debt service 6,681 7,3%0 7,750 
Average exchange rate per $ Aghia 2,045 2,120 


Foreign Investment ($ million) 1991 1992 1993* 


Foreign investment approvals (b) 8,778 10,313 8,000 
of which U.S. 276 923 


U.S. direct investment 3,458 3,600 


U.S.-Indonesian Trade ($ million) 1991 1992 
U.S. exports to Indonesia (c) 1,892 2,778 
U.S. share of Indonesian imports (%) i3 14 
U.S. imports from Indonesia 3,236 4,332 
U.S. share of Indonesian exports (%) 12 13 
U.S. bilateral economic aid (US FY) 174 1383 


Principal U.S. exports (1992): aircraft, machinery, cotton 
Principal U.S. imports (1992): textiles and garments, wood products, 
electronics, footwear, crude oil 


*Embassy projections. 


(a) Indonesia’s fiscal year runs from April 1 to March 31. Budget data 
do not reflect carryovers from FY 90/91 and FY 91/92 surpluses. 
FY 93/94 budget as approved by Parliament. 

(b) Non-oil and gas, nonfinancial sectors. 

(c) Exports FAS and imports U.S. Customs Value (U.S. Government data) ; 
U.S. shares calculated from Indonesian Government data. 


SOURCES: Government of Indonesia, U.S. Department of Commerce, and 
Embassy estimates. 





SUMMARY 


Stimulated by economic deregulation policies in the framework of a 
freely convertible and slowly depreciating currency, Indonesia has 
enjoyed several years of strong growth, booming private investment, 
and surging non-oil and gas exports. The government has addressed 
inflation and pressures on the balance-of-payments current account 
largely through restrictive monetary policy and a neutral fiscal 
stance. The 1992 consumer price index rose by just under 

5 percent; after administered fuel and electricity price hikes in 
the first quarter, the inflation outlook for 1993 is in the 

8 to 10 percent range. With strong export performance and 
manageable import growth, the current account deficit dropped from 
$4.4 billion in 1991 to below $3.5 billion in 1992 with further 
improvement likely in 1993. Real gross domestic product (GDP) 
growth in 1993 should again be around 6 percent. 


Prospects for Indonesia’s continuing economic growth and 
diversification are good. Since the new cabinet’s swearing-in in 
March 1993, the government has announced it intends to issue a 
deregulation package aimed at improving the investment climate. 
Government and private sector projects are alleviating 
infrastructure shortages, particularly in telecommunications, 
electric power, and roads. The banking industry continues to 
adjust to more stringent prudential regulations introduced in 1991 
and modified in 1993; credit constraints could ease by late 1993. 


High domestic interest rates and a reduced pace of new foreign 


commercial borrowing have slowed the rate of growth of imports, but 
the dollar value of the import bill remains high. Many categories 
of imports continue to experience double digit growth, and U.S. 
goods and services have been particularly robust. Market 
opportunities for U.S. exporters are abundant, for example, in 
electric power generation, telecommunications, oilfield, 
manufacturing, and transportation equipment. Improved intellectual 
property protection, relaxed investment rules on joint ventures, 
and eased restrictions on land use by foreigners have complemented 
earlier programs to streamline the foreign investment approval 
process. Despite substantial improvements in the investment 
climate, further progress is needed to eliminate remaining barriers 
to foreign and domestic trade, replace the outdated commercial 
code, and establish clear and transparent accounting and auditing 
standards, for example. 


RECENT DEVELOPMENTS 


Policy Framework: Faced with lower oil prices in the early 1980s 
and the need to create more than 2 million jobs annually, the 
Government of Indonesia launched a program of "deregulation and 
debureaucratization" in 1983. The twin goals were to stimulate 
domestic and foreign private investment and to reduce dependence on 
petroleum as a source of export earnings and government revenues. 
The program targeted expansion of non-oil and gas exports against 
the backdrop of the freely convertible rupiah (Rp); this currency 
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has been on a managed float, depreciating slowly against the U.S. 
dollar, since 1986. Policy packages liberalized investment 
regulations, reduced tariffs and import licensing restrictions, 
eased export requirements, and revitalized the banking system and 
capital markets. The most recent deregulation packages, issued in 
June 1991 and July 1992, lowered import duties and eased other 
trade barriers on many products. The government has offered 
domestic and foreign private firms opportunities to provide basic 
infrastructure such as telecommunications, electric power, roads, 
and ports, including through build-own-operate/transfer 
investments. 


In March 1993, Indonesia’s parliament completed the "broad outline 
of state policy" to guide the government for the next five years 
and reelected President Soeharto to a sixth five-year term. The 
outline emphasizes continuing prudent macroeconomic management and 
places increased stress on poverty alleviation, development of the 
remote and lagging areas of eastern Indonesia, human resource 
development, and the role of science and technology in Indonesia’s 
development. Shortly after its swearing in, the new cabinet 
announced plans to issue a policy package aimed at improving the 
investment climate. The state minister for national development 
planning stated that the FY 1994/95 development budget will include 
programs targeting pockets of poverty. 


GDP: The private sector responded positively to the increased 
opportunities and has become Indonesia’s engine of growth. Real 
GDP growth exceeded 7 percent in 1989 and 1990. As rapid expansion 
strained infrastructure and inflationary pressures emerged, the 
government tightened monetary policy in a conscious effort to slow 
the pace of economic activity and strengthened prudential banking 
regulations; in 1991, real GDP rose by 6.6 percent. In 1992, as 
inflationary pressures abated, the government eased monetary 
policy; real GDP grew by almost 6 percent in that year. The 
outlook for 1993 is for continuing private sector-, export-led 
growth of about 6 percent. 


Indonesia has reduced its dependence on petroleum. In 1986, the 
oil and gas sector (including refining) contributed 56 percent of 
export earnings and 39 percent of government domestic revenues. In 
1992, despite higher oil prices, the sector accounted for 31 
percent of export earnings and 29 percent of domestic revenues. 
Non-oil manufacturing is the leading growth sector; annual real 


growth averaging better than 10 percent has boosted this sector’s 
GDP share to 16 percent. 


Non-Oil and Gas Exports: Non-oil and gas exports have grown by 
about 20 percent annually since 1986. While coffee, rubber, 
spices, and other commodities continue to contribute an important 
share of foreign exchange earnings, Indonesia has diversified its 
range of manufactured exports as well as its markets. Exports of 
textiles and garments, footwear, plywood, electronic goods, and 
other manufactures have expanded rapidly. Non-oil minerals 
production and export volumes, particularly for coal, copper, gold, 
nickel, and silver, have risen dramatically. 
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Investment: The Capital Investment Coordinating Board (BKPM) 
approves domestic and foreign investment projects outside the oil 
and gas and financial sectors. Its approvals of domestic projects 
peaked in 1990 at almost Rp 60 trillion ($32 billion), dropping to 
Rp 41 trillion ($21 billion) in 1991 and Rp 29 trillion ($14.5 
billion) in 1992. Foreign project approvals exceeded $8 billion in 
1990 and 1991 and, boosted by a few megaprojects, reached $10.3 
billion in 1992. From January through March 1993, Rp 5.6 trillion 
in domestic projects were approved, up 40 percent compared with the 
same period of 1992. During the same period, $3.0 billion in 
foreign approvals were registered, of which $2 billion was for the 
private Paiton power project; excluding Paiton, the value of first 
quarter 1993 approvals was still more than double that for the 
first quarter of 1992. Most approved investments in the past five 
years have been in manufacturing (pulp and paper, chemicals, metal 
processing, textiles, and food processing) and hotels/tourism. 


Government Budget: FY 1993/94’s Rp 62.3 trillion ($29.4 billion) 
approved budget is about 7 percent larger than the budget for FY 
1992/93 in nominal terms, but slightly smaller in real terms. The 
government must maintain a balanced budget in that expenditures may 
not exceed domestic revenues and foreign assistance receipts. The 
authorities have concentrated on improving non-oil tax collections 
and increasing the budget share financed from Indonesia’s own 
sources. Income and value added taxes are slated to contribute 

43 percent of total FY 1993/94 revenue versus 39 percent in FY 
1992/93. About $4.5 billion in foreign aid in FY 1993/94 is to 
provide 15 percent of total receipts, down from 18 percent the 
preceding year. In FY 1990/91 and 1991/92, a total of Rp 3.5 
trillion ($1.8 billion) in surplus revenues was placed ina 
"development reserve" to cover future funding shortfalls. Major 
outlay categories are foreign debt service and personnel which 
together account for more than half of expenditures and development 
activities which take up about 40 percent. 


SECTORAL ANALYSES 


Oil and Gas: The oil and gas sector, including refining, 
constitutes about 15 percent of GDP. Its share of export earnings 
and government revenues has dropped to about 30 percent, with exact 
contributions depending on world oil prices and domestic fuel 
consumption. Crude and condensate output averaged 1.5 million 
barrels per day (bpd) in 1992. A major new offshore oil field, 
Belida, operated by the Conoco oil company, began commercial 
production in late 1992. Belida should help the country maintain 
stable production levels for several years. Fuel consumption rose 
8.3 percent in 1992 versus 1991’s 6.5 percent hike. In January 
1993, the government raised prices to eliminate most fuel 
subsidies. Although a subsidy remains on kerosene, planners hope 
the price hike will slow other petroleum fuel demand growth. The 
exportable surplus of petroleum dropped to 700,000 bpd in 1992 as 
result of stable production and increased fuel consumption by the 
domestic power and transport sectors. 
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Most companies operate in the upstream oil sector under production 
sharing contracts. In 1992, the number of such contract signings 
slowed from the previous two years, even though the government 
announced new incentives in August. One hundred contractors are 
exploring a million square kilometers of sedimentary basins. 
During 1992, the government and PT Caltex Pacific Indonesia, which 
produces half of Indonesia’s crude oil, agreed to a 20 year 
contract extension. Caltex’s extensive operations on Sumatra 
include the world’s largest steamflood recovery project, currently 
producing 250,000 bpd. 


Gas production expansion looks particularly bright for Indonesia, 
already the world’s largest exporter of liquified natural gas 
(LNG). In 1992, the country produced 23 million tons of LNG from 
two processing plants in Sumatra and Kalimantan. Most LNG is 
destined for Japan. High-level discussions between Exxon and the 
government continue on development of a supergiant gasfield in the 
Natuna Sea. If the project proceeds on a timely basis, the 

$16 billion project (in constant 1991 dollars) will assure 
Indonesia’s place as the world’s leading LNG exporter well into the 
next century. In addition to Natuna, the government is considering 
adding a seventh LNG train to the existing Kalimantan facility. 
Apart from LNG, Arco is developing a gasfield north of Bali to fuel 
a 1500 megawatt combined cycle power plant near Surabaya. 


Mining: Indonesia, traditionally known for bauxite, silver, and 
tin production, is expanding copper, nickel, gold, and coal output 
for export markets. PT Freeport Indonesia reached its 56,000 ton 
per day copper and gold ore throughput target in early 1993 and has 
embarked on a new expansion program. Negotiations are under way on 
a 150,000 ton per annum copper smelter to be located near Surabaya, 
East Java. Upgrading of PT Inco’s and PT Aneka Tambang’s nickel 
smelters is well under way. The most dramatic news, however, 
relates to coal developments, particularly on Kalimantan. The 
BP/CRA Kaltim Prima joint venture coal mine, for example, produced 
6.9 million tons of coal in 1992, its first full year of commercial 
operation. In 1992, Indonesia produced 22.4 million tons and 
exported 16 million tons of coal. In mid-1993, the Department of 
Mines and Energy announced that the coal sector would be opened 
once again to foreign investors. Forecasts of Indonesian coal 
production in the 70 million to 80 million ton range by the end of 
the decade appear attainable. 


Manufacturing: Manufacturing accounts for about a fifth of GDP 
and, since 1991, has exceeded agriculture’s contribution. About 80 
percent is non-oil and gas manufacturing, which has been boosted by 
strong export growth; production for the expanding domestic market 
has also increased. Rapidly growing textile exports now yield over 
$6 billion in foreign sales annually; plywood exports exceed $3 
billion. Other growth export industries include footwear, 


electrical and electronic equipment, furniture, and glass, paper, 
and leather products. 


The government remains interested in increasing domestic value- 
added on products derived from Indonesia’s natural resources. 
Significant investments are being made in petrochemical industries. 
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The government has imposed high taxes on exported logs, raw and 
semifinished rattan, and sawn timber to encourage downstream 
processing, job creation, and resource conservation. 


Agriculture: The agricultural sector, which accounts for about 

19 percent of GDP and employs about half the labor force, remains a 
top priority for the government. Farms are small (0.5 hectare on 
average); a high percentage of farm crops is consumed on or near 
the farm. Many rural families live at or near the subsistence 
level. However, rural poverty has been significantly alleviated 
through targeted development policies in the framework of sound 
exchange rate management and reasonable policies affecting 
agricultural commodity prices. 


Rice, the staple food for most Indonesians, is the major crop. In 
recent years, Indonesia has been generally self-sufficient in rice 
production; 1991’s drought resulted in imports, but 1992 was a 
record production year, and some rice was exported. The outlook 
for 1993 agricultural production is optimistic: abundant rainfall 
will likely result in bumper crops. Rice stocks are high, and a 
major export campaign has begun. Important estate crops include 
rubber, vegetable oils, cocoa, coffee, sugar, and tea. Leading 
agricultural exports are wood products, rubber, fisheries products 
(primarily shrimp and tuna), palm oil, cocoa, spices, and coffee. 
The government encourages production of export crops and domestic 
processing of agricultural products. 


The 1993 cabinet includes a new ministry for food affairs; a key 
interest will be achieving self-sufficiency in production of staple 
foods besides rice. Demand for animal products is constrained by 
low purchasing power, but increases in consumer income will raise 
demand for animal protein. Major Indonesian agricultural imports 
include cotton, wheat, animal feedstuffs, soybeans, and selected 
high-value products including fresh fruit. Some key agricultural 
products such as sugar, soybean meal, and wheat remain subject to 
tariff and nontariff restrictions. 


Tourism: Tourism is an increasingly important component of 
national income and foreign exchange earnings. Indonesia hosts 
over 3 million visitors annually. Improved airports, expanded air 
carrier service from abroad, and development of the hotel industry 
of Java, Bali, and other islands support the industry’s growth. 


Private Power: While the state electric utility, PLN, is rapidly 
increasing power generation capacity, the government has also 
invited private companies to participate through build-own- 
operate/transfer projects. Negotiations with a U.S.-led consortium 
for a private coal-fired power project at Paiton in East Java are 
at an advanced stage. Indonesia also possesses large, mostly 
untapped, geothermal resources. In early 1993, Unocal agreed to 
explore for and develop geothermal sites in northern Sumatra and to 
undertake a build-own-operate/transfer power plant to sell 
electricity to PLN. This agreement is Indonesia’s first private 
power contract for sales to the national grid, and planners hope 
the model can stimulate more geothermal exploitation. 
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Telecommunications: Indonesia was the first developing country to 
own a satellite; the expansion of its Palapa satellite network has 
enhanced domestic and international telecommunications capacities 
as well as helped integrate the country’s 13,000 islands with 
nationwide radio and television broadcasting. Rapidly rising 
demand for telecommunications facilities is straining existing 
capacity; the government has invited foreign and domestic private 
firms to participate in the expansion of telephone, mobile 
communications, satellite operations, and data processing 
facilities. 


Labor: The labor force is estimated at about 81 million, of which 
about 75 percent is between the ages of 15 and 34. Although the 
population growth rate has been reduced to 1.9 percent annually, 
the labor force is thought to be growing at about 2.8 percent per 
year. Women make up approximately 40 percent of the work force. 
The overall number of job seekers far exceeds the number of 
positions available; however, there are shortages of skilled and 
managerial personnel. Underemployment is a problem. Open 
unemployment is less than 3 percent, but is especially prevalent 
among secondary school and university graduates and in urban areas; 
underemployment is widespread. Over 1 percent of the labor force 
is estimated to have a university education. For about 10 percent 
of the labor force, the highest level of education attainment is 
junior high school; another 7 percent has graduated from high 
school. The number of persons with secondary or higher education 
is rising. Minimum wages are established on a regional basis and 
according to industrial sector; there is no national minimum wage. 
The minimum wage levels are not effectively enforced and strike 
activity has increased recently. 


Money and Finance: Deregulation packages on banking and the 
Indonesian stock market issued in 1988 resulted in rapid growth in 
both industries. In 1992, new laws on banking, insurance, and 
pension funds defined the conditions for market entry and provided 
basic outlines for prudential funds management. 


The banking industry expanded rapidly in terms of the number of 
private banks, foreign exchange banks, and branch networks. Total 
deposits more than tripled to Rp 107 trillion ($53 billion) between 
1988 and 1992; outstanding credits reached Rp 123 trillion 

($61 billion) by the end of 1992. The government initiated tighter 
monetary policies in 1990. In February 1991, it introduced new 
prudential regulations for the banking industry, including a 
phased-in requirement to meet Bank for International Settlements 
capital adequacy guidelines by December 1993; a May 1993 package 
amended some of the regulations in the interest of stimulating new 
lending. In November 1991, the government’s foreign commercial 
borrowing team announced ceilings for offshore commercial borrowing 
by private and state-owned banks. 


In 1992, M1 (currency and demand deposits) rose by 9 percent and M2 
(M1 + time and savings deposits) by 20 percent, versus 18 and 44 

percent in 1990 and 11 and 12 percent in 1991. The rate of credit 
expansion also declined in 1992 to 9 percent, compared with 1990’s 
54 percent and 1991’s 16 percent. The government has announced an 
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easing of monetary policy. Three-month deposit interest rates have 
declined from an average 22 percent in 1991 to 16 percent in early 
1993. Lending rates also dropped somewhat to the low 20 percent 
range by early 1993. The banking industry, working to comply with 
prudential regulations, facing significant levels of nonperforming 
loans, and shaken by the 1992 failure of a large private foreign 
exchange bank, is expected to grow slowly in 1993; credit 
availability will remain tight. 


The 1988 capital markets deregulation package reinvigorated the 
existing Jakarta stock exchange and a privately owned exchange was 
established in Surabaya. In April 1992, a private company, P.T. 
Burs a Efek Jakarta, took over the running of the Jakarta exchange 
from the Department of Finance’s Capital Markets Supervisory Agency 
(Bapepam), which became a regulatory body. By May 1993, 159 
companies were listed, up from 24 at the end of 1988. After 
peaking in mid-1990 at over 600 and plummeting below 230 in late 
1991, the composite price index recovered to better than 320 by May 
1993. Foreign investors continue to drive the Jakarta stock 
exchange. The government is considering removing the 49 percent 
limitation on foreign ownership of a company’s listed shares. The 
stock exchange and Bapepam continue to work on regulations aimed at 
protecting minority investors, improving accounting and disclosure 
requirements, and increasing market liquidity. 


BALANCE OF PAYMENTS AND FOREIGN DEBT 


In 1992, total exports exceeded $30 billion and non-oil and gas 
exports topped $20 billion for the first time. The estimated 
performance for FY 1992/93 was $34.6 billion in total exports; non- 
oil and gas exports brought in a record-breaking $24.3 billion, up 
28 percent over the preceding fiscal year. Imports, primarily 
capital and intermediate goods, were constrained by high domestic 
interest rates; in FY 1992/93, they grew by 12 percent to 

$27.8 billion. Export performance should remain strong throughout 
1993; imports are expected to grow by about 10 percent again. 


While the services deficit rose from $9.3 to $10 billion in FY 
1992/93, its increase was contained by lower global interest rates 
which limited the interest bill on private sector foreign 
commercial debt. The current account deficit, which surged to 
$4.4 billion in FY 1991/92, dropped below $3.3 billion in FY 
1992/93 thanks to the growth rate differential between exports and 
imports. The net oil and gas sector contribution to the current 
account declined from $4.6 billion to $3.7 billion in FY 1992/93; 
the $1.9 billion decrease in the non-oil and gas current account 
deficit from $8.9 billion to $7 billion more than offset the drop 
in oil and gas’s net surplus. 


Financing remained more than adequate. Foreign assistance flows 
plus loans/guarantees from export credit agencies reached 

$5.5 billion in FY 1992/93; principal payments on official debt 
came to $4.7 billion. Other net capital flows, principally private 
direct investment and private borrowing, reached a record 

$4.6 billion in FY 1992/93. The government added $1.4 billion to 
its official foreign exchange reserves, bringing the total to about 
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$12 billion by the end of the fiscal year. Indonesia’s external 
debt at the end of 1992 was about $85 billion, of which 
approximately $51 billion was official. Most of the government’s 
foreign debt is medium to long term, predominantly on concessional 
terms from multilateral and bilateral donors. The government 
services its debt fully and has no plans to seek a rescheduling. 
Official debt service in FY 1993/94 is an estimated $7.8 billion. 
Stimulated by high domestic interest rates, private sector foreign 
debt increased sharply through 1991. Concerned about rising 
spreads, the possibility of first-come projects’ crowding better 
projects out of international capital markets, and the longer term 
debt servicing implications of rapidly growing foreign commercial 
borrowing, the government formed a ministerial level foreign 
commercial borrowing review team in late 1991 to exercise control 
over projects financed through state banks or with other public 
sector participation; some major projects were postponed and annual 
borrowing ceilings were established for state-owned enterprise 
projects and banks. 


The government’s measures to promote foreign investment and to 
discourage foreign commercial borrowing, along with tightening 
international capital availability, appear to have stemmed the 
growth of Indonesia’s foreign commercial indebtedness. Much of the 
private sector’s borrowing is short term and trade related; a large 
share of 1992’s approximately $7 billion increase in private sector 
foreign obligations fell into this category; another significant 
portion was portfolio inflows taking advantage of interest rate 
arbitrage opportunities in Indonesia. Senior officials in the new 
cabinet have pledged continuing control of foreign commercial 
borrowing through the ministerial review team. 


IMPLICATIONS FOR THE UNITED STATES 


Indonesia’s structural changes are developing a marketplace that 
American companies seeking export opportunities should not ignore. 
In 1992, bilateral trade between Indonesia and the United States 
reached $7.3 billion. U.S. exports jumped by 47 percent to 

$2.8 billion; U.S. imports of Indonesian products grew by 

40 percent to $4.5 billion. 


Best prospects for U.S. exporters include power generation, 
telecommunications, road, harbor, and airport equipment sales 
linked to government efforts to expand infrastructure, including 
through private build-own-operate/transfer arrangements. The most 
prominent project is a $1.8 billion electric power generation plant 
now under negotiation with a U.S.-led consortium, but domestic and 


foreign private firms are actively pursuing many other 
opportunities. 


Indonesia also offers excellent prospects for equipment and inputs 
needed for industrial investments and satisfaction of rising 
consumer demand. In the textile area alone, where the demand for 
machinery is growing, the United States satisfies about half of the 
Indonesian industry’s cotton requirements. In addition to the 
sectors noted above, the Foreign Commercial Service in Jakarta has 
identified the following industrial sectors as offering near-term 
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opportunities for U.S. exports: agricultural and industrial 
chemicals; aircraft and parts; architectural and construction 
services; computers; oil and gasfield equipment and services; pulp 
and paper production equipment; and pollution control equipment. 
Foreign donor-financed projects also offer excellent opportunities 
for U.S. exporters. U.S. companies hoping to increase their 
exports to Indonesia recognize that much of the commercial success 
of any foreign firm operating in Indonesia stems from the 
establishment of long-standing relations with customers. 


The government seeks to improve the investment climate. 

Established investors cite Indonesia’s large local market, abundant 
labor supply, and rich natural resource endowment as important 
attractions. Procedures for obtaining foreign investment approvals 
have been simplified, and investors are offered incentives, 
including duty exemptions on capital equipment. The list of 
sectors closed to foreign investment is quite short. Intellectual 
property protection has improved significantly with the passage of 
copyright, patent, and trademark legislation although enforcement 
still poses some problems. Although the government has taken steps 
to improve and modernize laws and regulations and improve judicial 


practice, the legal system remains inadequate and legal recourse 
problematic. 


In 1992, the government eased initial equity and divestiture 
requirements for certain types of foreign investment, but most 
foreign investors must still establish joint ventures with 
Indonesian partners. If paid-in capital is at least $50 million or 
if a project is located in certain, less developed provinces, the 
project may be 100 percent foreign owned initially, with 
divestiture to a maximum of 80 percent foreign ownership within 

20 years. If a project is located in a bonded zone and will 
produce entirely for export, it may be 100 percent foreign owned 
initially, with divestiture to 95 percent within five years. 


While the pace and comprehensiveness of Indonesia’s deregulation 
program has been driven by the country’s own needs, Indonesia has 
also been an active participant in the Uruguay Round of 

multilateral trade negotiations. It is also playing an important 
role in the development of the ASEAN Free Trade Area (AFTA). The 
government strongly advocates an open global trading system, but, 


to encourage exports to less open markets, it also participates in 
countertrade arrangements. 








